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ECONOMIC INDICATORS 
(Millions of U.S. dollars unless otherwise indicated) 


1980 1981 
GDP at Market Prices (nominal) 6936.8 6501.1 
Private Consumption > 4332.8 4106.5 
Public Consumption (") 1410.2 1341.9 
Gross Fixed Capital 
Formation ) 1585.9 1467.4 


Change in Stocks = 440.6 136.3 
Less Imports ‘¢ -2776.7 -2178.7 
Plus Exports [ 1941.3 1612.4 

GDP at Market Prices (1976 prices) 4941.9 4131.2 

Population at Mid-Year (millions) 16.5 72 

Per Capita GDP (nominal) 420.4 380.1 

Per Capita GDP (1976 prices) 299.5 241.6 


CPI (1976=100) 164.3 194.3 
Total Money and Quasi Money 2141.0 1974.6 
Net Domestic Credit 2060.7 2083.8 

Private 1622.2 1451.6 

Public 438.5 632.2 
Rediscount Rate - Treasury Bills 6.0% 10.1% 68.3 
Savings Deposits 6.0% 8.0% 33.3 
Loans and Advances (Max) 11.0% 14.0% eae 


Balance of Payments 1980 1981 1982** 
Expor ts 1218.0 1038.5 1090.9 


of which to US 44.6 41.9 42.7 
Imports -2580.7 -2146.4 -2095.2 

of which from US 160.9 136.8 128.4 
Trade Balance -1362.7 -1101.9 -1004.4 
Net Services and Transfers 376.2 427.47 357.9 
Current Account Balance -986.5 -674.2 -646.5 
Capital Account Balance 795.8 380.0 281.5 
Overall Balance -190.7 -294.2 -364.9 
Gross Foreign Exchange Reserves 494.0 271.8 ‘158.1 
(Months of Imports) (2.8) (1.5) (0.9) 
(Debt Service Ratio as a % of exports) (11.5) (4:7'53) (18.0) 


Exchange rates: 1980 US$1=7.57; 1981 US$1=9.3; 1982 US$1=10.5 
*Rates of change calculated in shillings before conversion. Due to 1981 
devaluation, positive rate of growth in shillings may mean a lower 


dollar conversion. 


**Embassy Forecast 





SUMMARY 


Since independence, Kenya has enjoyed a reputation as one of the most 
Suitable settings for business activity in Africa. The abortive coup 
d'etat of August 1, 1982, damaged Kenya's economic prospects in the short 
run by creating doubts about government stability, but the rapid 
recovery of Nairobi's business districts from $35 million lost in 
looting testified to the resilience of the commercial community. 
Corrective measures announced a few weeks after the coup attempt helped 
restore Kenya's image of stability. The President took immediate steps 
to reassure investors: he emphasized export promotion and again stressed 
the role of the private sector in a restatement of economic policy. He 
also announced an export compensation scheme would be reinstated and 
promised to remove government from inefficient business enterprises, and 
said the government would avoid direct participation in businesses 
henceforth. 


After three years of economic decline, Kenya suffers from chronic 
balance-of- payments deficits, slow growth in international prices for 
its export commodities, a reduction in growth of tourism, an escalating 
energy bill and persistently inefficient parastatals. These handicaps 
combine to neutralize the basically sound Kenyan instincts for allowing 
market forces to play an important role in commerce. Before the coup 
attempt, international recession and long-term trade imbalances already 
had reduced prospects for significant near-term economic growth. 
Population growth at four percent and an unemployment rate moving toward 


30 percent make it virtually impossible to restore the impressive rate 
of per capita economic growth achieved in the first 15 years of 
independence. Although manufacturing and government services have grown 
rapidly in recent years, agriculture still represents Kenya's best 
prospect for future development. 





CURRENT ECONOMIC TRENDS 


The visible trend in international trade and domestic constraints 
dictate some substantial changes are in order for the Kenyan economy. 
President Moi announced a comprehensive, dynamic program to put the 
economy on a sound footing on September 21. It now remains for that 
program effectively to be implemented and to incorporate the new 
policies and constraints in the next five year development plan--due in 
1983. With diligent application of announced policy, Kenya may again 
represent the African success story it was in the past. 


International Constraints: High growth rates in the first years of 
independence were a reflection of Kenya's ability to play out a variety 
of easy options--increasing the African civil service, subdividing 
formerly white-owned farms, expanding production of high value export 
crops, and resorting to an import substitution strategy which increased 
production under a high level of protection with little concern for 
international competitiveness. Inbred was a bias against exports in 
general and manufactured exports in particular. Many firms established 
under the import-substitution philosophy are now threatened with 
bankruptcy because of high costs and the shortage of foreign exchange 
for raw materials. 


Kenya's international terms of trade have declined by one-third since 
1972, the year before the international oil embargo. A coffee and tea 
boom in 1977/78 only temporarily eased this steady decline. The major 
element contributing to Kenya's trade stagnation has been the escalating 
cost of imports, combined with uncertain prices and limited growth for 
its commodities. A sharp increase in food imports in 1980/81 due to low 
farm-gate prices and drought contributed to the trade imbalance. As a 
result, Kenya has incurred a current account deficit of over $600 
million for the past several years. Two devaluations in 1981 equivalent 
to 23.7 percent against the SDR failed to reverse the deteriorating 
trend in current account deficits. Unhappily the shilling has 
appreciated since 1981 against the currencies of many of Kenya's trading 
partners because the dollar has raised the SDR vis-a-vis those 
countries. Thus much of the value of the devaluation has been lost. 
Foreign exchange reserves reached historic lows during 1982, down to 
less than a month's worth of imports. To exacerbate this difficult 
Situation, foreign exchange losses from the coup attempt--as distinct 
from domestic losses--were estimated by the government at $73.4 million, 
attributable to reduced tourist revenues, the cost of importing 
replacement products and capital outflows. 


Trade with Kenya's traditional East African Community partners has 
declined since the Community broke up in 1977 and will not be restored 
before settlement of the East African Community assets question. The 
most encouraging step toward better regional economic cooperation was 





the establishment of the Preferential Trade Area of East and Central 
African nations in late 1981. Tanzania has not joined that trade 
confederation and until it does, Kenya will remain cut off, not only 
from its neighbor to the south, but from other African markets beyond. 
Much of Kenya's transportation infrastructure and financial 
establishment was geared to link with neighboring countries. Continued 
closure of the Kenya/Tanzania border represents a constraint on Kenya's 
manufacturing and tourism sectors. On the other hand, with restoration 
of political security in Uganda, that country again has become Kenya's 
largest trading partner, now purchasing over 10 percent of Kenya's total 
exports. 


Earnings from coffee, tea, sisal, pyrethrum, pineapples and 
horticultural products represent leading categories in Kenya's export 
profile. Excluding petroleum re-exports, coffee and tea alone are 
responsible for 40 percent of Kenya's export earnings. After peaking in 
1977, export prices for both declined sharply and remained stagnant 
until 1982 when prices again took an upswing. Production has remained 
relatively stable, although drought occasionally has damaged 
production. Coffee is linked to the International Coffee Agreement 
which limits the export of Kenya's highly selective products. In 1982 
the Coffee Board of Kenya had exceptional success in developing 
non-quota markets in the Middle East and Eastern Europe, increasing 
sales there threefold. Nevertheless Kenya has holdings of close to a 
million bags of unsold coffee. Kenya's 1983 coffee quota, 2.48 percent 
of the international quota market, has been slightly reduced from that 
of 1982. With no international tea producers consortium, Kenya is able 
to sell as much tea as it can produce, and tea hectarage is still being 
expanded while the area devoted to coffee appears to have stabilized or 
even declined. Because of its experience in coffee, Kenya is less 
eager than India or Sri Lanka, the two countries that lead Kenya in tea 
exports, to move toward a quota arrangement. International prices and 
demand have dropped for pyrethrum, an important cash crop for over 
80,000 smallholders, resulting in a 33 percent reduction in its exported 
value. Sisal, at the same annual level of exports as pyrethrum at $19 
million in 1981, has also suffered from stagnant international prices. 


The government's 1982/83 budget included a provision to abolish the 20 
percent export compensation scheme. Sharp reaction by the Kenyan 
Association of Manufacturers and the subsequent closure of a leading 
leather exporter, combined with the impending bankruptcy of a cement 
factory, persuaded the government to reconsider. The new export 
compensation scheme will provide for 10 percent payment of the FOB value 
of exports, with any increase over the previous year's level reaping a 
25 percent bonus. 





Financial Considerations: Total external debt in 1982 was close to $2.9 
billion. Kenya's debt service ratio as a percentage of exports of goods 
and services was 11.5 percent in 1980, 17.3 percent in 1981 and an 
estimated 18 percent in 1982. External donors have become essential in 
Kenya's strategy to resolve its trade and payments imbalances. Under 
two Standby Arrangements since October 1980, the IMF has supported Kenya 
with credits totaling some $230 million to assist in financing its 
deficits, although the last Standby is now in suspension, and 
negotiations are proceeding. In addition, the IMF provided $67.6 
million in compensatory financing to offset cereal imports and 
counteract the 1981 decline in export earnings. The World Bank with its 
first and second structural adjustment programs is providing more than 
$250 million. The U.S., as Kenya's fourth largest bilateral donor in 
1981, after Germany, the United Kingdom and Sweden, has assisted Kenya 
with imported fertilizer and food grains, along with techncial and 
military assistance. 


The government is now attempting to reduce deficit spending. Public 
debt rose by 77 percent from 1980 to 1981. Both the President and the 
Finance Minister have issued warnings to ministries and government 
agencies that fail to adhere to their budgets. Parastatals lead in this 
category, owing the government over $1.5 billion. The IMF has 
recommended a reduction in the budget deficit by 40 percent in its 
negotiations, but measures to cut back government services are 
politically difficult to implement. Government revenues from excise 
taxes and tariffs remain below government expectations because of 
continuing recession and import restrictions. 


To finance imports and growing debt repayments, Kenya has been forced to 
go to the international banking community for Eurodollar loans at 
commercial rates, including $200 million in 1980 and $115 million in 
1981/82. The international financial community has provided Kenya with 
ready access to foreign credit, with good credit ratings offered since 
independence. Loans on the Eurodollar market at 1/4 to 1 1/2 percent 
above LIBOR will probably no longer be available to Kenya in the wake of 
the coup bid, but Kenya may well be forced to return to the Eurodollar 
market in the future, if IMF standby agreements prove insufficient. 


Domestic Constraints: Kenya has few natural resources aside from land, 
people and wildlife, and almost no mineral deposits other than soda ash, 
gemstones, limestone and fluorspar. Its population growth rate of 4 
percent, a function of a sharply declining death rate and high fertility 
rates, represents Kenya's most serious handicap. Its 1983 population of 
17.8 million will double by the end of the century at the current rate. 
While land is plentiful in. relation to existing population, less than 20 
percent is good-to-medium agricultural land with the remainder 
classified as arid or semi-arid. Twenty percent of arable farmland 





sustains 75 percent of Kenya's population. Per capita hectarage of 
agricultural land will decline sharply by the end of the century. 
Estimates are that 200,000 to 500,000 hectares of semi-arid land could 
be irrigated, and one million hectares, primarily in Western Kenya, 
could be added through drainage. Both methods of land extension will 
require enormous capital input, but because of varying degrees of 
success with existing large-scale irrigation projects, it seems unlikely 
that donors will provide the necessary funding. 


Kenya remains the most industrialized country in East Africa, but growth 
in the manufacturing sector has been curtailed in the early eighties 
primarily as a result of limited imports of raw materials. In the past, 
manufacturing demonstrated an impressive rate of growth, double the rate 
of the economy as a whole, although as a sector it constitutes only 13.3 
percent of GDP. New investment in manufacturing has been concentrated 
in sugar processing, textiles, breweries and cement factories. The 
construction industry has grown steadily since the coffee boom of 
1977/78, although new starts dropped off considerably in 1982. 


Agriculture: Agricultural production is still the backbone of the 
economy, accounting for over 40 percent of GDP. In the first decade 
after independence, farm production grew at an average annual rate of 6 
percent. Agricultural production has been growing at only 2.4 percent 
since 1979, with food production expanding at only 1 percent, indicating 
a sharply declining per capita rate of food production. Since 1979 food 
production has oscillated from record surpluses to record deficits and 
back again to surplus. In these bad crop years, donor food imports and 
commercial sales filled the gap with annual imports approaching half a 
million tons of food grains. New government prices for food commodities 
to producers turned the situation around again in 1982. Corn 
production, the staple crop for the Kenyan diet, expanded from 1.7 
million tons to 2.3 million tons because of favorable weather and price 
increases. Beans, sorghum, millets, and wheat were also very responsive 
to new prices in 1982. 


Lack of funding for the National Cereals and Produce Board, an 
inefficient hold-over from the colonial era, and lack of storage could 
cause some of the bumper crop of 1982/83 to be exported at a.loss. This 
could recreate conditions where the government might reduce prices, 
contract credit, and take other restrictive measures resulting in a 
loss of production in subsequent years. A persistent handicap has been 
the inconsistency and mismanagement of agricultural credit schemes 
causing confused farmers to avoid loan repayments despite repeated 
warnings by the government. The cooperative movement has come under 
close scrutiny by a new Commissioner attempting to reform the movement 
by improving distribution and payment procedures that could 
substantially benefit both food and commodity production. 





Smallholder production constitutes the majority of agricultural 
activity. More than half of all holdings are under one hectare with 
three quarters of all holdings smaller than two hectares. With the 
exception of wheat where Kenya is unlikely to become self-sufficient in 
any case, smallholder production represents the best area for increased 
production and employment. Livestock, potentially a growing export 
industry, and the dairy industry have declined steadily in recent years 
due to inadequate prices and infrastructure. 


Energy: Kenya has moved ahead in diversifying its energy sources by 
shifting much of its electricity production to hydroelectric and 
geothermal power plants. At the same time wood fuel and charcoal 
consumption now greatly exceed the rate at which replanting and natural 
regeneration can restore Kenya's forests. In rural areas wood and 
charcoal account for 90 percent of all energy consumed. 


The quantity of imported petroleum for transportation, agriculture and 
industry has become a contentious issue between petroleum firms and 
foreign exchange rationers in government. As in many countries, the oil 
crunch occurred when the value of Kenya's net oil imports increased 3.7 
times while consumption increased by only one-third. Although Mombasa's 
East African Oil Refinery provides needed foreign.exchange (over $300 
million annually in exports of refined products), domestic consumption 
has reached a level higher than government planners believe the country 
can afford. Domestic petroleum prices have increased by 59 percent 
since mid-1981. This contributed to an 8 percent decline in petrol use 
for transport from mid-1981 to mid-1982. While automobile gas 
consumption could be cut further through conservation, consumption of 
other products such as diesel cannot be substantially reduced without 
damaging economic productivity. Diesel shortages in 1982 threatened to 
shut down the cement and paper industries. 


About 45 percent of imported crude is resold as residuals at distressed 
prices. USAID has financed a study of modification options to the 
refinery in Mombasa to increase the value for Kenya of imported crude. 
The World Bank has indicated its willingness to at least partially 
finance actual modification of the refinery, following an appraisal of 
the USAID and other studies. The Mombasa/Nairobi pipeline has been the 
object of proposed expansion to Kisumu and possibly onward to Kampala. 
Cities Services, Marathon of Ohio, and Union Oil Company drilled 
offshore in 1981/82 with inconclusive results and will return in 1983 or 
1984 for further exploration. Other oil firms have been invited to bid 
on exploration plots within Kenya but the industry is not optimistic 
about discovering significant petroleum deposits. 





IMPLICATIONS FOR THE UNITED STATES 


The continued recession, internationally and in Kenya, indicates that 
U.S. investment and exports to Kenya will remain stagnant. Following 
the coup bid, investors are likely to view Kenya as a higher risk 
country, at least until stability has been maintained for a year or so. 
Even before that, prospects for investors from the United States in the 
manufacturing field were limited because of the difficulty of acquiring 
foreign exchange licenses. Investment in the agricultural sector, 
especially firms that would shift value-added into Kenya and be oriented 
to exporting, are needed and would provide opportunities for profit. 
Government red tape and low levels of credit in domestic banks are two 
constraints that will face any and all new investors. With an end to 
recession in the West, tourism could become more attractive in Kenya, 
and investments in the field would then be more appropriate. U.S. 
export earnings from Kenya are unlikely to grow rapidly in the near 
term, but opportunities for agribusiness and transportation equipment 
sales will become more attractive when and if the government gets 
President Moi's new economic package on the move. 


The United States has a deep interest in the success of the Kenyan 
economy. For that reason, USAID levels will continue to grow as they 
have significantly over the past three years. Although much of the 
USAID endeavor in Kenya is directed at agriculture and basic services 


delivery, new guidelines for foreign assistance emphasize the private 


sector. With this change, USAID programs should benefit investors and 
exporters with an interest in linking their efforts to agricultural 
production in Kenya. 


In every respect, Kenya is now facing a decisive period in its national 
development. With the continued stability and unity that has carried it 
this far, Kenya has a chance to overcome its present economic crisis. 

However, to have this chance a number of internal reforms are necessary. 


The government effectively must implement President Moi's policy of 
extracting government from the direct operation of a number of 
commercial enterprises and avoiding future involvement in expensive 
joint ventures. The government needs to provide new incentives to 
attract new investment, to create a consolidated agency for advising and 
assisting potential investors, and to free pricing and marketing 
restrictions on domestically produced commodities. New investments 
should be concentrated in the agribusiness sector, in increasing the 
processed value of commodities, or in exportable products, preferably 
all three. The pineapple canning and export business has demonstrated 
how lucrative domestic processing can be for Kenya's trade balance. The 
pervasive growth of corruption in government should be dealt with firmly 
to reduce the impression that Kenyan officials have abandoned a 
tradition of sound management and merit in favor of personal fortunes. 





Kenya will adopt a new five-year development plan in early 1983. The 
above reforms, as part of that plan, are needed to turn economic policy 
in the direction that new circumstances in international trade and 
domestic growth require. With these steps, Kenya may again represent 
the African success story it was in the past. Without them, the 
prospect for recovery from four years of economic malaise is not good. 
The U.S. Government substantially has increased its aid to Kenya, and 
plans further increases in the future as partial support for necessary 


reforms. 


* U. S. GOVERNMENT PRINTING OFFICE 1983— 381-007/7¢ 
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